\\E KR! @TEL ) 1203

ORGANTZATTON AWD O TRATION OF LECA

30 January 1950

COI’T:* ) *TS '

-

INTRODUCWION-—Brlgadler Goneral Je Le Holman, US4, . ' '
Deputy Commundant for Education, ICAF.............. 1

SPFAKEB—-hr. Harlan Cleveland, Deputv to the Assistant Adminis-
trator for Proargm, Wconomvc Cooneratlon Administration. 1

GEI.\TERAL DISCUSSIOI‘?...‘..‘;'.;Il..‘...‘l0...0,"'00..‘...‘.r,‘{.l‘.‘l.... 10

Publication Mo, I50-81

INDUSTRIAL COLIECE OF‘ THE ARITED FORCES




e

1204

_ Jr. Harlan Cleveland was born in Mew Vork City, M. Y.,

on 19 Januery 1918. He graduated from Princeton University
(LeBo 1 38) s attended Oxford University as a lhodes Scholar
(1030-30), and was with the National Imstitute of Public Affaj TS g
Washington, D. C., (1939-40) on a Carnegie Scholarship. In '
June 1940 he became an Information Specialist with the Farm
Security Administration of the Department of Agriculture. In
1942, he transferred to the Board of Iconomic Varfare which

was lauer incorporated into the 1"o;:'ej.{rn Economic Administration.
Tn October 1944 he became Executive Director .of the Economic
Section, Allied (Control) Commission in Rome, Italy. In 1946
he was assigned Deputy Chief of liission and Chief, Require~
ment$ and Distribution, UNRRA, Ttalian liission, Rome. In May
1947, he was transferred %o ubanghal, China, as Director,

UNRRA China. In larch 1948 he returned to the United States

to become Director, China Program, ECA in Washington, D. C.
Since April 1949, he has been Deputy to the Assistant Adminis-
“trator for Program, IZconomic Cooperation Administration,
Washington, D. C.
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" ORGANTZATTON AND OPERATTON OF ECA
30 Januvary 1950

. GTHERAL KOT” My Gentlomen, owr hope of aveoiding future armed
conflicts- depends very 1arge’w on the success or failure of the EBuropean
Recovery: Program. The problems and objectives of the Economic Cooperation
Administration are therefore. of partlculwr importance to us as individuals
as well as to those in govermment and in industry. To the military ;
student the study of +he‘wo~k of the ECA will lead one 'to the conclusion
that national strategy can be expertly directed all along the economic
front as Wﬁll as on the fighting front

Our speaker this'morning is here to tell us about'the problems and
objectives of ECA. He is the Deputy to ths Assistant Administrator for
Program of that. orvanlzatlon. It is a pleasurs to introduce to the -
Industrial College of the Armed ‘Forces dna to the FNational T Vlar College,
i, Harlan Cleveland.

_ ~MR. CIEVELAND: Gentlemen of the combined colleges, I would like
to try~this norning to give you some idea of how fighting the cold -
peace looks from the standpoint of its economic side.  As the General’
indicated, we in ICA conmsider ovrselves very much in the front line of
the e¢ffort to UTGVCDt e next wars and from that sbandpoint the figures
and statistics and economic analyses, which arc the terms in which we
do our business, assume great significancc. This front-line position
keeps our wmorale pretty %Jﬂq oven in the midst of our congressional
presentation. :

First of all, I'would like to swmarizc what thz I arshal 1 Plan as
a vhole is @boute Ye think of it 2s an aid program; bubt our aid to the-
countries o?’“urooo the 18 participating countrics, is only a2 marginal,
a fractional, a comnopenh part of a total »icture; and it is the total
nicture to vhlcn T wowld llko to dirget vour att ention this morning.

&

Ba81ca11 vhat are ve up, t in Juronﬂ° Cur aim is to 1mnrovbv
the conipe 1t1v0 nosition of westorn Furope In relation to othor parts
of thz world and partlcularlytln_r lation to the United States.  The
trovble in the world today, to »ut it in o much over-gimplified nut-
shell, is that the cconomies of the Buropcan countrics are just too
weak to compote with the %roat strength that is our POHUthtLVQ cCconomy .
Back hofore the Firgulfbr]d'%ar 76, had only about 10 porcent of
the world's oxport market for. manufacturces; and Turopc. furnished s0me -
thing 1iké 20 ‘péreents  Bub from that point on, uu.opo's position in
the world's cxport trade hus,vono dovm very rapidly in rtl&uqu terms..
By 1938 the Duropcsns had only a. 1ittle morc thon half of the cxvort
market- for marufﬁﬁturc , and e moved up to a mosition of ncarly a
quarters In 1948, if vou exclude trade within Zurope, we actually woro
selling morc muﬂUJaCtUJ to the world than the wholc of vustern Zuropc.
Our share was 42 pc rcont as ageinst their 38. :
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Why was this? Primarily, because the rate of growth of their
economies, or, speaking more accurately, the rate of growth of their
productivity or output per man—hou.,'wau consistently falling behind’

ourse The United States economy increases its productivity, its out-
put per man~hour, something like 3 percent, more or less, per year-
The Ruropean courtries have scldom re4ﬂhcd 2 percent per year; and the.
rate of cconomic growth in Britain has been especially slow, more like .
one and a half percent a year, All of these percentages sound small.-
But if you consider Lhnm as compound interest, the small percentage
differences are very si gn¢flcant indeed over a period of ten, twenty,
or thirty years. These differcnces in total productivity, of course,.
make for differcnces in relative competitive strongth—~that‘is,;in
relative ability to make low-cost. goods and sell them in the cxport
market in competition'with American goods, '

Now, be¢oru the war this gta te of utfalrs, in which FEurdpe was
constantly falling off in ability to compete with us, was to some extent.
hiddens Primarily it was.hidden in the thirties by the greatly reduced
demand of Furope for imports as a resuvlt of the depression, the fact
that standards. of living were brought dovm by the depression all over
the world, and by unomplOvmcnt. Tt was hlddcn also by favorable terms.
of trade; that is Lo say, they wore gotting favorable prices for thel
exports from Europve in relation to the prices they had to vay for uhO
primary products they imported. The balance was also rodrossed, and
the truve facts about. tho productivity race further hidden, by _noome
floving into uﬁropc from very large investments by the Furopecan countrics
outside Eurcpe, particularly the investments of Ingland abroade :

Finally, it was possible for Durope to carn the doTIaﬂs that it .
needed (%o buy the materials that it had to buy from us) from "third o
countries® which were running an cxport surplus with.us in meterialsy ..
for cxample, teo ‘carn dollars. from Indoncsia and other Southcast Asia
countrics. :

But the war made drastic changos in this vhole nicture.. Furope
lost virtually all its foreign investments. In fact, Fngland's n051t¢on
in respect to foreign investmenis, which were such a bl” factor in
earning moncy for the English from ysar to ycar before the war, was by
the ond of the war counlctﬁ]y reversed; and they owed India, Pakistan,
and other countrics a lot of money, :EurOpo lost the opportwnity,. that
had previously becn so important, to carn dollars through triahgular
trade with southeastorn isia. The overscas territorics of the individual
European countrics in Africa and in the Far FEast, which previously had
been able to carn veory large sims' for their mother countrics, are now .
havéhg considerable difficul 1y in even balancing their accounts with
the dollia arca., And to top 1t off, the terms of trade turncd acglnat _
the Furopsans; that is to say, the DTlCLS'o; primory products incrcased
in relation to the prices of manufactured goods—-and it is mostly manu~
facturcd goods that Furopc sclls to the rest of the vorld.
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The economy of a trading nation is not unlike an individual business.

"An individual firm has to show & profit or break even over a meriod of -
time or- go out of business. That is not q1‘Lorfeuhcr true of a nation,
but it comes terrloly close to being true. Put in this postwar period,

Eng iand, France, and most of the other countries of Zurope have in 2

sense been living beyonc their ‘means. They have heen able to do so, of
course, prlmarlly because of various types of loans and grants made
available to them byfthe Ues S CGovernment since the end of the war,

Ih summarv, then, the reagon for this postwar dollar shortage is
to be looked for in the low rate of produvctivity and the high costs in
‘Europe, and consequenfly the higher export prices of western Hurope as
compared to the United States, s thich in turn exaggerate the demand from
every area of the world for dollar goods-and consequently make it necessary
for controls to be established DY gach of the European countries, since
they do not have any system of going it ag a group against this dollar
competition. As a result of these circumstances, Europe has been running
a deficit that, in 1947 reached over 7 bllllon dollars and in 1948 was
around 5.5 billion aol lars., '
I thlnk it is nelnful, 100, %to look at this not. just as a Europsan
nroblem, but also as a United States problem. . From our own point of
view as Americans, the vasic problem with which we are faced is the
tremendcus tendency of the United States economy to run a large export
surplus, to accopt relatlvclv small imports but to export at hlrh levels.
This tendency is not limited to the last few years. We have run a %total
export surplus during the last twenty—-five years or so s baginning with
- 1914, of about 100 billion dollars, The only way Lo run an export surplus
consistently, of course, was to finance ths surplus ourselves; and, 50
far as two-thirds of. tnat 100 billion dollars is concerned, that is
preclscly what we did, through loans and grants during and after the
First World War, 110b”ﬁ Iend-Lease, through UNRRA, interim aid programs
and ECA at the end of Veorld War IT« Only aboubt a. third, of that hundred
“billion dollars represented anythlng like the normal processes of economics.
About 10 billion of it was private remittances, donations, and so one
Another 10 billion was the outflow of private capital. About 15 billion
~wag liquidation of reserves, -which deoleted the foreign exchange reserves
in the European countrics to such an oxtent that they had no margin to
plaJ'WIth when the real dlff¢cu tho hit them Mfter uhe Wara

“In v1ev of this 81tuatlon, ﬂh 's the objective of the Furopean
Recovery Program? (I prefer to ca11 it ERP rather than "ECAY becausc.
it is-a Buropean program in which we are playing a catalytic part, but
we are certainly not the whale uhOU.) Our: act says the object of ERP
is "the restoration or maintenance in Buropean countrics of the nrinciples
of individual 1% oor+y, free institutions, and genmine independencs, which
rest largely upon the establishment of sound economic condivions,. obublG
international economic relationships, and the achievement by‘the countries of
Europe of a healthy economy &ﬂdeendent of ‘extrao: cdinary outside asgsistance®,
The act also says that one of the objectives is to promote the’unification
of Zurope. . ~ ' .

e
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YNow, considering tho MMmhmnasIhmmdpmﬁmﬁﬁt tisqmum
of purposes in the act means: First; that we must achicve in Europc some
improvement in consumption over 1948, that is, some improvement over the
relatively low 1948 standard of liané in Turopc. Considering tho expect—

ations of poople (in the postwar poriod naatlcvlarly) about their owm
ubuuoard of 11V1ng, an upward tendency of consumption is. porbaps tho

ost importont single factor in pOlLblCal stability. If poople feel

that they are” gctulnb a little more in real terms than th=y gver have
gotten before, or that thore is a'poééiblity of their getbing more in
the futurc, then they have a stake in 5001cty as it oxists and as 1t
is being improved. . If thoy have no such sbake, the Communis st appes
which, we all romember, ¢ookod protby good to the Europeans as 1&LO as
1947 can look awfully good to them agaline.

v Tt is intercsting to rCIlQCu that bhafore the first doilar of ECA
aid was actually made avelleblo to the governments of Turope, the major
political impact of the Harshall Plan had alrcady been folt. Before the
first dollar was spont, the Itallapu had their cléction and the Italians
pushed the Communists to onc side, not out of the country, but at lcast
out of the government. ALl over Europce the -same kind OI'thzng'was
taking place, not because at that moment anybody had any more bread
on tho table or a higher-pa vﬂng iob or morc scctrity in his job, but
bhecause the very cxistence of tho Tarshall Plan, evon: bofore the first
ship arrived, was an c¢loment of hope in a Hurope in which despair had

" been the ruling cmotion. up to that time. S

5o the first thing is to try to insure a general up"ﬁfd thndhncy
of conuumnblon, particularly, to crsure real promise and hope for the
future that cmbodicd in jrvcetmcnu wrogroms and in provision by the

government for social and other services.

The sccond imnlﬁcation of the geoneral objoetive of ZRP as stated
 in the Foreign Assistance Act is an end to the dollar doficit in wosbern
- Eurcpe's oxternal balance of payments, so that this upward tondency of

consumption con be rLlnbﬁ#nud'thncuu continuing indefinitoly the flow
of gifts from the Unitcd States taxpayors. Achicving this "do?lgr
balance" takes a whilc. Vou‘cqn‘elﬁ. nate dollar gap awy day of t

weck by just not appropriating any more moncye International Uaymonts
will always balance; the questlon really is whother the payments are to
be balanced ot 2 hich or a low- Jdevel., Unless thoy are balanced at a
fairly high level of itrade among tho countrics of the world, it is
impossible to maintaln a world in which thore is this upward tendency
~of consumption, Qr.continuing‘worlu nrospority. ‘

H

At the beginning of 104& the Lconcmic Cooneration Administration.
was given two tasks. The f;rSu + ask, which is weil along, was the
revival of production ip Euro“o Pﬂu seeond task, on whlcn we arc nob
so far along, is what T will call Lh« structural rcadjustments that arc
going to be nccegsary in Eurvpu if Furopc is to improve its competitive
position significantly and ﬁerm@nuatly.

4 .
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. The orgenization sot up for T;l"lu purpose is the ECA, tho I" rshall
Plen agency. The ECA was set up to hgnale the nrogram that was conceived
in General Morshall's famous speoch at Horvard, The progrem was born
by 2 AuQI‘..LQo of mectings in Paris of a Committece for Buropcan Economic

‘Gcownro tione “Thon . the. Ball come back over here and the Forci gn Assistance

Act of 1948 was. passed. Almost simulta ncously, tho Orgmlzauon for
Europtan Econemic, Cooncra’clon, vhich is the contral coordinating point
for the Marshall P lan in Burope, was sct up in Paris. BCA as an oY gans
ization in the U, S. Government wos formed with a qe'\dquwrters here and
a Paris officc, headcd by A_"xbﬂ saﬁox‘ Horriman, for coordination of the
program in T‘u:r- pe——~and .::Lth missi ions in cvery 'Q‘“I"bl(:lp" ting counbrye -

The motho ls of onoratlon J’ w:.ll 'bouch on ”Glutlvely br:a.wl‘,r at this
timc. Tt may be that yor will want me to go into that furt hor when e

come to the quustlon por iod ai”cn.r"fard

The initial mothod of operation sot up was to have annual programs

in mh:a_ch cach” couuory ubrﬂjttea to OEEC, with copies to ECA, not just

o program covering what aid they noeded, but a progrom in which the
aid figure was arrived at through a *‘cawnﬂbly claborate a,nalys:Ls of
their totel cconomic situation, particularly the factors in their cconomic
situation that dircctly affoct uhblr balance of internaticnal paymentge—
hovr much they cxpected to be able carn through morc vigorous- cixporting;
howr much they expeeted to be able 1:0 carn from sclling serviccs, for
cxamplc, services to tourists; what thoy bf*oluboly had te imports how
big their internal investment. program was, and in what dircction it was.
taking them; how they intended. to cont trol ’.IlilcluJ.OT‘ $ or in the cascs of -
one or two cowntrics vhere the problem was not inflation but deflation,
howr they vwould avoid the wemploymont that results from o too tight
crodit system or too little ubllc investments A1l those factors woere
wrappcd up in a national rrowrzm ;@nd submitted to OEEG. '

T"l@ rcsv]t of thls nroccss was not in any smnso a vroourcmont
programs It was 2 gencral ﬂnalysn.u of their totol plcturo from which
could be derived the minimm deficit -in their balance of pwmon’oq , kthe
minimum amount. by which thoir total i ._moorts cxcected Lhc naxipum amownt .
they could co rn from the dollar arca ~B;y ‘adding the mmmum deficits, -
the - “:Ld .1_3.{; urc for wcctorn x,urone-"wa s‘oeoll shed., R -

" Tho amount nee d for +hc ZLr,al'\a'L'L Plan was orlglnally °st1m tcd
by the Europo%ns at about 28 billion dollars. That: was cub dowm, before
the program got to Congress, to about 17 billion dollars. ‘The final
figure w ri11 be more like 14.5 or 15 o:LllJ.on at the ratc we arc now . going.
The Marshall Plan started with the idea that there should be a docllnlng
lovel of 2id from yoar to. year, togethor m.th and corresponding . incrcascs
in . the otncr factors in the total picture of westorn Europe ceconory. The
total aid was 5 billion QOllouI'o the. first year, 4 billion dollars the
sacond year; 3 billion ha's been rogquosted for the th rd yo“r, and R billion
w111 probuolj be ruqulrerl for tl:u fouruh Foar.
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For the first two years, OREC OL”]dPU the aid among the "e01%1”nt
countries that is to say, it took the total pie and recomrendad to ICA.
how tie pie should be cub. That was a most difficult orocess. It did
have the eifect, hoaever, of placing squarely on the Europeans ‘them-
selves the job oP taking a nie wh;ch they were bowmnd to believe was .
too small (because all possilhle, needg could not be fitted into it) and.
making as equitable a.distribution as they could possibly make among
the various countries. RCA then Look those Figures and chanzed them where
recpssurym—ouu, generalﬁf spealkting, we changed them very little, in order
to emphasize the rég ,onu¢b1¢1tv that had been placed on the Huropeans.
ECA then made, from time to time, allotments to the countries of funds

which could be used for procurement.

Those allotments were not just free dollars that the countries could
use. An allotment is a permit to a cowntry to come in to us with an
application for the issuwance of a document called a procurement author-—
ization. That is a very bad name, and will no doubt confuse those of
vou who are experts in military procurement, because in no sense are we
a procurement agency; nor. do we have very much to do with actual procurement.

When the country comes in with its aoplication for a Urocv?oment_

. authorization, we decide, after. considering a Auwmber of facuor s that,

we will issue a procurement authorization for, say, so many wlos of .
cotton. e will issue thai to the participating comntry concerned, and-
it is then the partici patln" country's job not ours, to get the cotton
bought and shipped. ' '

Host of the actual buying is done Lhrovxn cormercial channels.  The

‘participating country, haVlng in hand our procurement authorization which

&

s sort of a public letter of credit, can then issue an import license

in its ovm cowntry and sell foreign exchange against 1t to its omm

importers. Those importers, knowing they have firm moncy behind the

deal, can make an arrangement rith a U. S. exporter or menufacturer or

with a manufacturer of some otier countyy which insists on dollar payment

fo”;_ta goodss Usually the procurement awthorization will swecify not

only vhat can be bought under it, but the preferred source of procurement.
Finally the material will be bought and shipped; and therc will flow

back to ECA, throush American banking 1nst1tut10us ”blca have: becn designated

for the purvoss, documentation’ thich ruL1QCbu the transaction, often a copy

-of the contract, alvays a copy of the bill of lading. - Those documents

s

come back in to ECA and our Controlicr, if the documcribe seem to be in
ordor, then makes a payment to the bank which has in turn financed the
transaction originally by na ying tho exporter. So, strictly spoaliing,
the part;01pat~ng government o whom we are "giving® a all this moncy
never in fact sees the color of the | groenbacks. The money for the most
part doesntt-move through the foreign government ab all, Tt moves.
through a United States bank t6 a United States supplicr in the case of
a procurcment in-the United States.

&
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mou, just to give you a rough idea of whore we stand at the moment:

Wb havv issved allotments amownt ing to about & billion dollars out of
he: substantially 9.5 blll:cn tﬁab, so far has boen mede availlable by -

Congrass for the first 2% yoars of the Plan. Against those allotments,
authorizations havo buen_lssura for about & bllllop. {Threc quarters
of*the: 8 billion go to only five countrics, which is natural vhen Fou
compare the size of the cconomics concornmed. Those five COdnt?luo ara
the U. K. which gots morc than a guarter of the wholc, “rancc, Ttaly,
Goermany, and the Netherlands, in that order, If you. 1nclude TARTOA,
the appropriation for Government and Relief in OCCUplCd ﬁreus, which
has' substantially the same purpose as ICA, Goermeny would be No. 2 on
the 1ist afteor the U.K.)  Againgt thosoc authorizations the Controller
has paidrout about 6 billion dol ars.

.y .

In addition to this’ act*v1ty of authorizing Urocurorent Jhich
accounts for most of the money ‘sgont by TCA, thore arc many otbor
special parts of the program, whlch I will not zc into this morning
except simply to mention them. Therce is a Tochnical Assistance Program
for prov1d1ng lmow=how and cxperts and for bringing forcign experts to
this country to study. Therc is a Strate gic liaterials Program to assist
in importing into this counurj materials which arc suid to be required,
and dewvelops production of such materials.  There is the Industrial
Progecﬁs Program for financing rartvicularly large casital installations
in Buropes There is the Ovcrsoas Devolopment “ro"ram for tue nuPkPose
of devoloolng wnderdeveloped arcas of ECA countrics, -that is to saY,
their colonial dependencics, This. is thc progr“m.1h¢ch'Vﬂ refor to asg
our Little Point Four, bceause it is based on the same idea as the -
Point Four Program. Avthority to conduct this progrom is, of course, .
'%1rcadv avaeilable in the ZCA Act because the colonies are pert of ‘the’
Marshall Plan arca. o ' E o

‘What has been the offect of those QCt”VlulGSO If vou take 1038 as
2. base, industrial” nroouctlon is up to about 118 percent of 1938 pro-
: ducﬁwon. Ovcr-all if you average in agriculiuvre (which aceounts for
97 or 98 or 99 DCTC”nt of the total), total production has-comc from
something 11ko 20 percoent belew tho 1938 production to botwcen 5 and
10 percont above. That is o very roma rKablc production effort during
the first two years ofthe ”“runall Plan, Consunntion is about back
to vhere it was prevar, with the exception of housﬁng. {Tt toles a
f'lot longer to raisc housing stwndards abroau, as it dO“S in tnls country. )

- In'trado thoy are sbill running o deficit both in 211 curroncies
and with the dollar account, but the deficit on both accounts is narrowing.
The dollar deficit has beon cub morc or less in half during the noriod
of the Marshall Plan so far. But T wouldn' wont you to draw the con-
clu31on from” this that tho sccond half is going to go as casily and
guickly as the first 1ﬂl¢. The more you squgcze 2 lﬁmon tho morc ﬂlfflcult
Ult becomes to.get more juiccs -

7
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- The cdollar deficit is still very large in absolu +” tcrme. Oubt of .
something like 6,25 billion thaot wostern Europe hag to import from the
dellar arcas, the 18 countrics concerncd are covering ab the moment only
a little over 2 billion with their om carnings and we are ﬁroviding"‘
the rost. So they heve o long way Lo go on oollar “ccoun S

ﬂoh, 1hat arc the next steps in this progrmn? Qur analysis: of
tho situation, which we have been' conducting very intensively for the
last few months, brings ue 4o the conclusion that the Buropenns have
two big central jobs ahcad of them in this programs Onc job is to -
create what Panl Hoffman has beoon calling o single merket in Europe;
that is to say, to reducc-and ¢limincte the discriminatory mcasurcs,
trade barricrs, tariffs, and so on inside Buropc so that the . Turopeans
will be ablc to create “nt{rnﬁllJ still protected to some oxbont from
the competition of tho Unltoa States, a 1argo and stable market for
their manu;nrtures. ' : .

It was only by huv1ng such a Furope-wide internol m@rkot 2 suite
able nlace of doing busincss for individual firms, a more mnot¢bﬂve,
atmosphore of producticn, thot their costs of productioq Jguld come -
dovm, so that the individucl cntreprencurs in cach of the 2 yropean .
countrics could do busincss at sufficiently low cost and on a onflC““ﬂth
large scale so that it wouvld be possible for them to competerin the cxport
markets of the world, including our own United Stabes wmarket, with its
Mrerican manufacturcrs and vorkcro relentlessly increasing their pro--
ductivity by the stendnrd 3 porcent a year. '

- The theory is that libora 1*Z°tion of trade trithin Burope is o first

’ 03

step in the process that must hove also a socond step. Step L is to'
place the Furopcons in such a position, through "economic “integration® -
that thoey arc enabled to comnpete succossiu11V" """ ith the United States: in
their own mark ts ae well as in-the Unitod States marked, to outeell us
sufficicntly to carn their kcep, to corn vhat it takes to buy the Amports
thoey need; at that noint, hopefully not too far off, 5tﬂ*1;l be p085131c
to proceed to Step By, to br“ﬂk gotm also thu discriminatory barricrs

between that nev single markot, and the United Statcs.

v is thc ochicvcﬁon* of such an improvemeht:
in the competitive position of the Furopcans that they arc able to
achievo greatly incrcasod dollal G“rnjnvo. mhlﬂ iz not solely a question
of lewering COUUS, although it is of contral importancc. Partly it is
a question’ ‘of 50l 1ling us, of rcally cxploiting tho twcmondmu' market
that cxists in tbl commtrys  One of the things that ;Cu is working on
most activoly at the momont, end will be for the remaining period of the
program, is tho promotion of imports into the United S*ﬂt“s, somothing
scomingly unrelated to an oid program for EBuropc, bub in fact writh a
very direcct relationshin. Ivery Mqaltionsl dollar thot Turopc con earn
in this country is o dollar for which tho taxpayer deocsn't have to dig

The other big job ahcad

8
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into his pocket in order to ma intain the political sta ,13¢ by of Duronc
~and thb ouaco of the werd. :

If Te. are cver to catch up Tith owr “351 ion as the warlu's larpgest
credltor, we will need to- ¢1nd'ways cheapening the process of maintaining
the ‘economic and therefors the political stability of tqe other major
and 1ﬁdu°tr131Lzed part of the Fwee world,

'y

Tt is 1mportaﬁt, T uhlnk to look at the significancs of this shift

in our own brogram, our own c0ucentrat¢on on trying to assist the Furopeans
increase their dollar- earnings throuzh promoting increased imports of
goods by this country, because this shift, € thln’ is simply a fore-
runner of a very great change in the wnoTe at+wtuma of this cowntry
toward the rest of the world. In effect it is g change in which we
‘would admit to ourselves what is clear from the figures; namely, that
what we have previously called a favorable balance of trade, that is,
exporting more than you are importing, is®"favorable! only if you are

a debtor, but if you are a large creditor, 1t is highly unfavo”ablu,
because you are constantly a net exporter of your resources, sending

out more goods than you are ta king in, and thereby in efféct decreasing
the amount of goods or consun“*ion uhwt'vould otherwise be available

in this country, o : '

T would lfkéyfinally.to,refer to-one other aevclonﬂent in. tn@
programe. We have found that the "aid! idea uhqt e are assisting these
countries to meet somothing caliled their mec xds, ' was a very ussful cone
cept at the beginning of thn Iarshall Plan, but now increasingly makes
the Marshall Plan a somowhat cluwisy ingtrument of fochﬂn policy. lore
-and more, from month to month, we arc shifting over to what Mr. Hoffman
has. called a Mierit systen, " putting into our adanLVtratlon of aid more
and more incentive schemes and perrormance concepts, gev tting more and
more ‘away from the didea tnat e are nroviding an amount of‘moncy to esach
country to which in any sense it. is cntitled by a domonstration of pure
nced. This shift in cmphasis is made possible, of coursc, by the very
inerease in production and Ln consumption in Hurcpe +o uhlch I have
referred, : e '

Fle are OOLnﬂ thls Urﬁnarl?" in - twro wayss One is by settinn'upv‘nn
special "Vlttlev" of funds. If we want them to prov1de additional
investment for their overseas territories, we set up a’ S“PCLaT fund
which is available only for the development of overseas territories. -
If we want them to liberalizé trade within Turope, as we certainly do,.
we set up. a special reserve fund which is available only to promote
scheme of coopera ion in the °11m1nau#on Of trade barriers in burooe.

‘In addition, we started this year for the first t,me and w111
continue and 1atea~1fv next jear a procedure for allotting Marshall
Plan Punas, not entirely according to reguirements as calculated, but
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accord*n& to performance by the cowntries in moving toward the ferin
gﬂcijos which I have mentioned--the intewratﬁon of Furope and the
earning of dollars. So a country which is continuing to run a sup-
pressed Lﬁflatlon, which inf Flates its import requirements and increases
its requirements for aid, cannot expect indefinitely to have us in effect
sancbion that procedure by meeting the deficit in balance of payments
that 4s crcated by a vrong economic policye. Similarly, a country like
Ttaly, whose policies have been so deflationary that it has tlie greatest
difficulty in spending the amount of wmoney that we w uld othervrise be
willing to make available, cannot ecxpect to have that money anyway and
simply store it up in the bank. '
This whole performance conoopt, 1 thln will be not only important
. - in promoting the objectives of the Marshall Dlan itself, but will represent
an important. new step in the Amcrican process of learning how to use, for
the purposcs of foreign policy, the various instruments at its commande.
One of the greatest of these instruments is our’ export surplus; we ars
learning how to use that instrumcnt in particular for the accomplishment
of the specific purposes which we are secking in the world, rathor than
allotting the texpayers'! money primarily on tho basis of need caleulated
on the chart basis. It goes one step further in the dircction that
General Morshall indicated in his famous Harvard spcech, when he insisted
that the initiative must come from the Europeans, that 1t must be from
the Burcpeans! side that ¢5 percont of the Offort cones, and that our
‘part can be the keystone to the arch bubt we cannot bulld the entire arche
COIDNEL MCuUIlOCHs Goentlemen, IMr. Cleveland is ready for your OUCotlonS.
QUT “TTOJ’ ‘Hr understanding is . that the aid for Buroone is ’d“i d Jnto
two types., One is direct zid and tnu cther is i1 the form of loans.  In
these loans my understanding is. that when you ’iVu ar avthorlzatﬂoa of
credit for purchasc outside a country, the country involved then puts
that same amownt of monOJ in its currency into a-special fund to be used
within that hountryo Would yvou mind going into a lltt1° more. detail on
that suu3ect°
IR. CIEVEIAND: 'hat you are referring to is, sbr;ctly spcaking, not .
loans but what we call conditicnal aid, which is actually a form of grant:
under the uct. There are actually three types of assistance. One is o
S direct grant assistance, for “hlch there is no haJ"“nt, but for which
" the 1nd1v1au&1 coun+ry puts up counterpart funds in its om cv“vcucv,
these funds arc then avallablc for either financial or inves tment uSos,
“eowith our agrocment. SecOr*ly, there are lomns, thich arc handled pro=
cedurally in the. vay as grants, cxcept that the government under—
takes the obIngtlon to repay in dollars, at intcrest rates ond on
“amortization schedules that you and I would be hanpy to have in our
private financing. Thirdly, there is thc conditlional aid, to which you
rcfer,
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Now, conditional aid is a device, I would call it a LUmporary. or
transitional device, for mainteining the flow of 4rade within Furopce
o ar¢ getting to a point in 1948 where it simply was not going to be
pogsible for the Buropean cowitrics 4o trade with cach other, becavse-
trading with each other implied movements of gold and, dollars which
they just didn't have or didn't feel they had, Therefore a system was
worked oute--the so-called intra-Turonean payments scheme o o

o)

3

L]

“That scheme calls for setting up, between each cowntry and each
other country in the system, a bilateral poyménts arransement. They
agree on an estimate of whether, for example,- Ingland is zoing to export
more to Germany or vice versa, and by about how much. e hays then
agreed in the payments scheme to cover with conditional aid vhat amounts
to credits or gifts by creditor couniries to their debtors. As the
Belgians make Belgian francs available to T'rance fon the purchase of
goods from Belgiwm, we in tuwrn give dollars to Belgiums and the Belgians
are thereby deemed under the act to have made payment, in terms which
are consistent with the economic recovery purvoses of the act, for the
dollars that we give them. “That becomes. g very complicated schene,
because thers are nearly a hundred different bilatersl arransements
which have to be cleared every month. Irom an operating svandpoint -1t
is a very complicated operation, but conceptually it iz aboul as simple

as I have tried to make it sound,

. QUESTION: What effect does the devaluation of tho currenciss in
Buropean cowntries have on ECA? ' -

IR, CLEVELAND: The main effect of the devaluation of the pound
sterling, and the wave of devaluations “hat immediately followed it,
‘was to pub those countries in a sbméwhat’be%ter’position,ﬁo'éarnfdollarsf
Without any differénce at all'in their costs betweon tho day beforc the
- devaluation and -the day after, they vere able after devalnation to sell
goods &t a maximum of around 30 perceat cheapér in .a.dollar market. Tt
hasntt, of course, always worked that they Have sold their wares 30
pereent cheaper. « They have so0ld thom for as much less as was nccessary
to take the busincss. Nqw, that mas in a sease tho purpose of devaluation.
It will presumably have the effect of ena>ling 'thc cowntries 4o increase
their earnings if they also go to work on lowering their costs,’
But the very short-rvn effects, of cowrse, of.the devaluation run,

in a sense, in the wrong direction, Tt i5 a stop back in order to take
tro steps forward., T the first place, devaluation means that @ach
Europcan country has to pay morc ihfﬁérmslOf'its‘ownﬁcurrancy for imports;
and, ‘'since food is one of the main items that arc imported into Furope
food prices have tended to go up in Europce; there is thercfore a tendeney
to press on rationing and price controls Thére they exist, a tendency
generally Lo decrease real tages or to make it morc difficult for a man -
to get a-loaf of broad irith the samc amownt of moncy that he bought it
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with before. As a result, prices have gone up a 1little in Europe on
cost=of=-living items.  So that is one factor that has increased the
pressure toward inflation. That has not to datc been so serious as
to give rise to any question whethor it vias a good idea to devalue on
that accounte.. : .

.

The other short-term effect, which is o step backward, is this:
- If you scll an export product for 30 percent loss in terms of "dollars,
you have to sell so much more, 43 percont or some such figure, by volume,
in order to carn the same number of dollars. So that countrics which
did devalue are in a sense in the position of a men receiving the ball
ten yards behind his ovm scrimmage line, He has to make up thab ten
yards before he has. gained any ground.

Ta the longer run, though, the devaluation was a nocessary step
in bringing the high~vriced Buropeen cconomic arca into line with the
relatively low=priced Amecrican economic arca. But I would emphasize
that it is only onc of a number of steps; and that i

l'\

increascs in pro- -

ductivity and lovercd costs arc, of course, ncécessary complements to ite.
’ b4 3 o b 8

QUESTION: Can you tell us somcthing aboub what progress is being
made now toward the integration of the Europcan cconomics, and if thore
are real prospects of accomplishing that within the time span of ERP?.

MR. CIEVDIAND: ell, integration, of course, and how mych you will
accomplish in the ERP period, depend on how you define that much-bandied- *
about térm. Our definition of M"intesration" is the suvbstantial elimin-
ation of quantitative restrictions on intra-Turcpean trade, primarily
import restrictions which operate on a quota or quantitative basis; and
the elimination of other discriminatory practices (such as the practice
of duval prices, where the British or the Cermans or Belglans aré able .
to charge, and do in fact charge, higher prices for export commodities .
than they charge their own people for the same commodities doméstically).
That is true of British and German coal and. Belgian steels., Under their -
arrangéments with us ‘the Belgians have stopped it. Tt is true of French
potash, and so on. ‘ : :

What we mean by integration is the elimination of barriers, plus
something more: that is, the setting up of central institutions in -
Europe, starting with the so-called clearing union or payments union,
which is being discussed now in Paris--central institutions for the
coordination of the economic¢ and financial policies of the countries.
concerned and in a sense for the enforcement of arrangenents made for
the liberalization of trade within Rurope. That, as I itried to say
before, is step one. '

Step two, which must come nob much after integration and has to -
come to some extent even during it, is a reduction of the barriers

v
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between that single market and the rost of the world, particularly the
dollar world, which can come only as the "dollar shortage" sifuation is
elimindteds - ' R o ‘

How, as to prospects, it is much easior to Mmow what you want than
to accomplish it in a world whore you have eighteen sovereign commtrics
to deal with, cach with its own economic problems, its own ideas, and
its ovm dréams,abouﬁvthe future or about'the-past,economic pogition
which it occupied in the world. As you will see in the "New York TimesM
this morning, or practically any other daily newspaper, therc is the
greatest difficulty in making our agreed objective stick. The problem
we are faced with as an agency, and that the U. 8. Government is faced |
with, is the considerable zap between the cxpectations of the Congress
antt of the American people about the unification of Europe on the one
hand -and the praetical politics of unification in Furope on the othor.

, It is our hope that as the first step in setting uwp institutions
for this purpose, real progress can be nade in the direction of setting
up a clearing uwnion, which will be really an effort to multilateralize
the present payments scheme--that is to say, there won't be any bilateral
payments arrengements within Burope any morc if this thing gets set wp
the way we would like to sec it set up., Fach country would have to
balance its payments only with respsct to all of its trade partrers
taken as a group. Thé arrangements for clearing trould be entirely
handled by a contral union, which would operatc a rather complicated
system of incentive arrangements for taking gold and dollars away from.
debtors who get too far into debt and arranging for croditors to get
only partial dollar payment for any large crodits they pile up, That
is a highly oversimplificd description, and my tochnical associates

- would be quite unhappy about it. ’ R ‘

QUESTION: I believe Public Isw 472 authorizes barter on the
part. of ECA for acquiring strategic materials for our stockpile. ~Would
you tell us if there have been any applications of this authority, and .-
if so, with what results? S

MR. CLEVELAND: Strictly speaking, the law doesn't authorize barters
It does authorize us to acquire strategic materials, not with dollars,
because we can't use our appropriated dollars for that purpose, but
with counterpart funds. The counterpart funds, which are deposited
in the currency of a country that gets direct grant aid, are divided
into two parts. - There is a 95 percent portion which is available for
use only within the cowntry for financial or for investment purposes,
and any use has to be by joint agreement with us. The 5 percent portion
is an outright gift, sort of a reverse lend-lease, back to the Ue'Se 7
Government. That 'is put in a bank, usually in the country in question,
but in the neme of the U, 5. Treasury. ‘Then that money is available
for two ' purposes: TFirst, for our own administrative costs, which are,

13
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of course, very small and dontd anywhcr nearly take up that 5 percent
in any cowntrys and, secondly, they are aval 1lable for the purchase or
Qevblopmext of utratog¢c mate ialse : :

We have boughu some stra tegic nater1a1> with those 5 pex coat_PVﬂov’
In the case of some countries it is impossible to buy righ up,Lo the
ceiling of 5 purcent,i Bat, by and largc, it 18 a reasonably tough
business trying to buy stratezic materials from countr ies which .feel
that they are able to earn dollars with them if they are baaLy'wanted

in the world. So that negotiations on this kind of thing have been very
lengthy. . _ . ‘ . : :

"
jo.
t

A¢so, jugt about. fhen ECAts sﬁraﬁea‘c mater*alu ex“erts aro aenulng
- to. the point whers a deal is sewed up.with another country, the mmition
.. Bodrd will decide that the material isn 't very strategic any more. So
there is a real problem of matching up the deals that.we make aoroug
with the changing character of the cr:t1cal or trateg:c list on this
. side. But to answer your ouc stion pc01 ically, some business has been. .
done., It is not aramatlcal 7 large in amount, dbubt it is really quite
con 1derab1u.

T think a more intercsting and ¢mbortunt uzi' : that has been done,
in the strategic materials field, vrith both. dol¢ar and these 5 ucrcent
counterpart funds, is to make arrangements for increasing the production
of s rateglc materials so that the tOu@l supply in the future will be
larger, cven though you are nob in many cases ablc to assure a markeb
for the ‘incrcased production. An arrangement was worked out, for cxample,
between an American company and & Drlvatc French company for the devglop-
ment of some very interesting and ¢ npurentﬂy ngocUant-Wool ing lead deposits
in French North Africa. Therc is a considgrzble amount of that kind of
activity going on in various parts of the'"orld, suchy as 4& J:W'Cxledon1a
with nickel and in Hadagascar with graphite.

QUESTION: Could you tell us what gtPuS TCA has Luﬁem to. promoﬁe
imports inbo the United States? You have touched on some aspocts of
that; but Ifwould 1ike to hear more aboub the gencral plcturc.

%R. CLEJWLA {D: The general picturc is that, in the first placs, we
act as a kind of pressure group within the Us Se uovernwcnt to try to
. focus attcrtlon on this problems. Wo arc not, of course,.the only agency
that is so acting. The State Department L@ also doing it. Secretary -
Atcheson made a major specch on this subject a 1little whilc ago. V.
Hoffman has made a number of speechcs in vhﬂch he has. tried to bring
the importance of Dﬂ7u problem Yo the utucntjon of the American peoplc.

Second, there is & vroat deal of”what you ’might call “romat cnal
act1v1ty going on, for exa wp1° getiing Chlcaco +o have a brade fair,
and then making sure that it is going to be ‘a good trade fajr and arrang-
ing for part1c1batlob in it by the‘va ifous foreign gOVhrnmeﬁta concerncd.
Arrangements may be made for an OEEC oxhibit there.




Th:rd there is a conaldnrabl’ dmoznt of analysis work, which vro
are ro ally only beginning to tackle now, in an offort to dctermine from
the statistics of past trade and current trade whore- good possibilitics
exist for the promotion of imports into this country, and then bringing
these leads and possibilitics to the attention both of prospective
1maorters in this country or economic groups here which nwwht mport
them, or, on the other hand, bringing these leads and possibilities to
the attentlon‘of other P rtlovpatlng Europewn governments concerned
and thr¢ugh‘them to the economic groups concerned in Europe,

‘For example, I noticed in one of our own revorts a little while
ago that the Ttalians are selling in this country now only about 2 pere
cent by volume of the Parmesan cheese which they used to sell before
the war. Being a great fancier of Parmesan cheese myself and of the
_spaghetti Wthﬂ goes under it, I was amazed at this state of affairs.
It results, of course, from the fact that American manufacturers were
- able to brlng Chedda r or other types of American cheeses into the
picture in competition with Parmesan, paftlcular;y during the war; and
they have now virtually taken over the marﬁeu.

That represents probably'a gooG specialty product that the Italians
miyht well promote. They used to sell a lot of it in this cowntry. There
ust be a number of people here who know the rodvct and vho could nass
the word, along, and. so ones So that certe 1nly is something for the Italians
to promotes” It is not our job to sell their checoe. It is our job, we

feel, to go so far as pointing out to them that there is a nossibility
here Lhat  they should not dismiss without a very thorough investigation.

Under oxr technical assistonce b”owram we are able to finance the
i

"éost of market surveys in this country by foreign businesses or foreign -
governments who want to feel out the market and see what the vossibilities
vould be.” That is an outlins f the main ﬂct1v1ti s on the import front,

COLOUEL MeCULLOUGH: 17, Clevelond, on behalf of both colleges I

exXpress our ﬁnnrec¢ution for an excellent prescnbation. Thank you.

(19 May 1950--650)5
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